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FOREWORD 


The provision of adequate shelter for all, being a 
recognized basic need, has been included in the national 
development plan of almost every country. Still, limited 
resources for investment remain one of the crucial 
bottlenecks in reaching that goal, which coincides with 
the central objective of the International Year of 
Shelter for the Homeless (IYSH). The financial constraints 
result not only from the insufficient absolute level of 
resource mobilization but also from an uneven allocation 
of resources. Only high-income and middle-income house- 
holds have access to conventional housing finance on 
affordable terms, and the failure to provide finance for 
housing to low-income groups even extends to governmental 
agencies and financial institutions which have been set 
up for that very purpose. 


An understanding of the socio-economic circumstances 
of the urban poor is essential in setting up credit 
mechanisms which provide low-income groups with access 
to housing finance. In recognition of the importance of 
the housing-finance problems, UNCHS (Habitat) has made 
"the mobilization of financial resources" one of the eight 
subject areas in its work programme. Similarly, the 
programme of the International Year of Shelter for the 
Homeless has foci on finance and management in one of 
its action areas. 


The present publication draws on case studies prepared 
for UNCHS (Habitat) and reflects the consideration of a 
group of experts convened in October 1983. I am convinced 
that national and local governments will find the 
publication a useful tool in assisting them with the 
preparation of effective shelter strategies within the 
framework of the International Year of Shelter for the 


Homeless. 
iG R pak aa 


Dr. Arcot Ramachandran 
Under-Secretary-General 
Executive Director 
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INTRODUCTION 


One of the basic human needs is housing, here 
understood not only as shelter but also as the provision of 
basic infrastructure - i.e, potable water, sanitation, 
drainage and acceSS wayS. The important role of the housing 
Sector in improving the living conditions of the poor has 
been widely recognized since Habitat: United Nations 
Conference on Human Settlements, held in 1976. Today, 
national development plans of Governments have made the 
provision of decent housing one of their objectives, not 
only in recognition of housing as a basic need but also in 
view of the contribution of the housing sector to overall 
national economic development. 


That contribution has three main aspects: 


(a) Employment generation in the construction process 
and the production of building materials; 


(b) Improvement of living conditions, particularly 
the establishment of a healthy environment which leads to 
improved productivity of the work force; 


(c) Production of services during the utilization 
period which stretches usually over 20-50 years. 


Economists refer to the first aspect as the multiplier 
effect. This means that expenditure on housing construction 
flows back into the economy in the form of income of the labour 
force as well as in the form of demand for building materials 
which in turn are produced from raw materials and labour, 
creating income and, consequently, demand for goods and 
services and raw materials. The second aspect is not easy 
to measure. The effects of decent housing on health 
conditions of the population are certainly positive - a 
Simple indicator is the incidence of epidemic diseases in 
squatter settlements as compared to housing developments 
with proper services. However, apart from economic evalua- 
tion of the health aspect in terms of increased productivity 
of the work force, improvement of health conditions of the 
population is a basic social goal in its own right. With 
respect to the third aspect, during the utilization period, 
housing investments produce services which are valued 
through rents actually realized or obtainable in the market 
and which form a substantial part of national income. 
Therefore, investment in housing is regarded asS_ an 
important part of national investment in productive capital. 


One of the main problems of housing finance is that 
large amounts have to be invested for long periods. For the 
individual, that means that he has to invest, in most cases, 
amultiple of his annual income to acquirea house - an 
amount very few might have available. On the national level, 
investments have to be financed from savings - i1.e., private, 
business or public savings, and the housing sector has to 
compete for those savings with other investment 
opportunities and necessities, such as agricultural and 
industrial development, and national infrastructure. The 
disadvantages of housing finance are the conventional 
features of long term (between 15 and 30 years) and fixed 
returns, and the disadvantages make housing a relatively 
unattractive form of investment. 


That is particularly true for housing for low-income 
groups in which investments are regarded generally as 
insecure. Where the allocation of financial resources is 
left to the market forces of demand, supply and price, low- 
cost housing finds it difficult to secure required financial 
resources. That is the main reason why the provision of 
finance for low-income groups rests with the Government in 
most countries. However, in view of the magnitude of the 
housing problem and the huge housing deficits, financing to 
close the gap between demand and output has become one of 
the most critical issues of the housing sector for most of 
the Governments of developing nations. 


The United Nations Centre for Human Settlements 
(Habitat) and its predecessors in the United Nations system 
have addressed a number of aspects of the problem over the 
past 20 years. The focus has been mostly on national and 


management of urban development. Non-conventional Financing 
of Housing for Low-income Households, published by the 
United Nations in 1978, 1/ dealt with the inadequacies of 
conventional housing-finance mechanisms, and it included an 
analysis of how the poor cope with their housing needs and 
Some examples of non-conventional elements in hous ing- 
finance schemes. The volume further contained some 
descriptions of the operation of development foundations, 
and savings and housing banks. 


_ One of the important problems of housing finance has 
Still been bypassed - namely, the problem of how and under 
what conditions credit lines can be made available to the 
poor who do not satisfy conventional credit conditions. In 
view of the fact that conventional mortgage schemes used in 
financing low-cost housing are, in the majority of cases 
not affordable for the lowest-income groups, which ob ten> 


derive their incomes from informal sector activities, the 
UNCHS (Habitat) undertook to Study, in its current work 
Programme, approaches to non-conventional finance for 
housing, infrastructure and Services, in order to determine 
the factors that have contributed to their success. A number 
of case studies were commissioned with the objective of 
analysing successful non-conventional financing mechanisms 
and/or institutional and legal arrangements for providing 
credit facilities. They cover three sites-and-services 
projects in Kenya and one in Indonesia, two squatter- 
settlement upgrading projects, one Squatter settlement that 
developed through Settlers’ initiative and one rural 
settlement development scheme (see annex I). An Ad Hoc 
Expert Group Meeting on Non-conventional Approaches to 
Housing Finance was convened at Nairobi from 24 to 29 
October 1983 to discuss the experiences of the selected 
cases and to consider the scope and formulation of the 
guidelines for Governments, housing finance institutions, 
project-executing agencies, and beneficiary organizations on 
how to tackle some of the problems of housing finance for 
low-income groups. 


It was decided that, for the mobilization and 
utilization of resources, a three-pronged approach was 
needed. First, on the project level, it would be necessary 
to mobilize the resources of beneficiaries. Secondly, on 
the national level, the institutional mechanisms for the 
mobilization of financial resources would need to be 
estblished to direct the flow of funds to low-cost housing. 
Thirdly, it would be necessary for financial intermediaries 
to employ mechanisms and procedures that were geared to the 
needs and the financial capacity of low-income groups. 


Chapter I sums up the experiences of three cases 
which focused on the contribution of organizations of 
settlers to the development of their settlements in sites 
and service schemes as well as in a squatter settlement. The 
Main issues are then discussed and guidelines formulated 
which will allow Governments to draw on those experiences 
and avoid problems and mistakes in establishing and managing 
dwellers' organizations. Chapter II analyses the financial 
resources that beneficiaries of a sites-and-services scheme 
managed to mobilize for the development of their allocated 
plots. Chapter III discusses the policies and institutional 
set-up of two countries and the elements contributing to the 
mobilization and channelling of funds to the housing sector. 
Chapter IV covers the problem of utilization of funds. The 
mechanisms of loan disbursement and repayment are discussed, 
and the recommendations cover a number of special features 
geared to low-income groups. Finally, Chapter V analyses the 
role that non-governmental institutions can play in the 
field of housing for low-income groups with special 
reference to financial problems. 


Chapter I 


ERS OF 
ORGANIZATION OF BENEFICIARIES AS PARTN 
FINANCIAL INSTITUTIONS NAD PROJECT-EXECUTING AGENCIES 


The experience of three grass-roots-level 
organizations 


Three case studies focus on the potential of 
organizations of beneficiaries to act as partners of 
financial intermediaries, project-executing agencies and 
other public or private institutions. The first two cases 
present a number of issues relating to the formation and 
operation of the Huruma building groups and the Gikomba 
housing co-operative, both in Nairobi (Kenya). The third 
reports on the experience of an organization formed by the 
inhabitants of a squatter settlement in Rio de Janiero,— 
Brazil. (A third Kenyan case study is discussed below in 
chapter II). 


Huruma building qroups 


The Huruma building groups were formed among displaced 
squatter families which were originally located in an area 
close to the city centre. They were evicted in 1970 after 
fire outbreaks and temporarily located on the edge of Karura 
Forest, approximately 10 km from the city centre. In 1975 
plots were allocated to them in the Huruma sites-and- 
services scheme for final resettlement. The allottees were 
provided with a plot of 120 sq m, serviced with water 
connections, a wet core with shower and toilet, roads, 
Surface water drainage and Street lighting. A large number 
of the allottees were unable to raise the necessary finance 
to build the stipulated type of shelter, for which a plan was 
provided at avery low price by the Nairobi City Council 
(NCC). Recognizing the potential of a self-help approach, 
the National Christian Council of Kenya (NCCK), a non- 
governmental organization, in collaboration with social 
workers of the NCC, organized the people in building groups, 
which had the double function of organizing self-help and 


of encouraging the members to save for the construction of 
their houses. 


The building groups, set up with the help of an non- 
governmental organization (NGO), turned out to be 
Successful in mobilizing members and in securing loans to 
build houses. The members collected building materials, 
excavated foundations, and organized elderly members to 
look after the children, but, without access to credit to 
finance construction, progress was extremely slow. 

Therefore, a loan scheme sufficient to finance the 
construction of two rooms and a kitchen was introduced by 
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the NCCK. To complete the construction of a six-roomed 
house, the allottees were Supposed to raise the necessary 
funds from other sources. The terms of the loans were soft, 
no interest was charged, and the repayment period was 
extended over 10 years, but the plot allocation cards of all 
group members had to be surrendered as security. The 
groups internally decided the order in which the houses were 
to be built for the members. Members reserved the right to 
rent out one room to raise funds for loan repayment and 
further construction. In that way the groups managed to 
construct houses for most of their members. 


However, the repayment system broke down when group 
leaders failed to transfer all the repayments to the lender. 
That was possible because of weak book-keeping systems and 
insufficient pressure and presence of the NGO in later stages. 
Once the members realized that not all payments had been 
remitted, they refused to pay. Only one group had no such 
problem, because of an accounting System which provided 
receipts to the members and copies of the detailed account 
of the actually transferred amounts. 


The non-conventional features of the approach can be 
summed up as follows: 


(a) An NGO, the National Council of Churches of Kenya, 
took the initiative to form building groups among allottees 
of plots in a sites-and-service scheme who were unable to 
finance their houses; 


(b) The building groups organized mutual help for the 
building process; 


(c) A loan scheme, set up and funded by the NGO, 
enabled the group members to construct the stipulated 
houses; 


(d) The groups were responsible for the loan 
repayments and reserved the right to collect rents for one 
room in the constructed houses for that purpose. 


The Gikomba housing co-operative 


Former squatters from the Gikomba area qualified, in 
1964, for plot allocation in the Kariobangi North sites-and- 
services scheme, initiated by the Government of Kenya and 
the Nairobi City Council. A group of allottees, assisted by 
local politicians, decided to form a housing co-operative to 
get access to credit to build permanent houses on their 
plots. The co-operative was registered in 1965. Through 
self-help and investing contributions of the members, the 
co-operative managed to complete two six-room houses, 
demonstrating their ability to construct houses and to 
manage the financing. With the help of the local member of 
Parliament and City Councillor, the group was then able to 


qet a first loan of 200,000 Kenyan shillings from the National 
ger edn aeiaeation (NHC). Gee timit the risk for NHC, the 
loan was secured by a Nairobi City Council guarantee. In 
turn the Nairobi City Council entered into loan agreements 
with 20 members of the co-operative society, retaining their 
plot-allocation cards as security. The co-operative society 
guaranteed the individual loans and surrendered the plot- 
allocation cards of the two plots with the completed houses 
as an additional security. The loans were sufficient to 
build houses with six rooms each, and the co-operative let 
out two rooms per house to help with loan repayment and 
other charges. Savings from the rental income over a 
period of three years allowed the co-operative to build 10 
more houses for new members. Repayments of the first loan 
were on schedule, and, in 1974, the co-operative received a 
second loan of 200,000 shillings, on the same conditions as 
the first loan. The funds were used to build 13 houses for 
members who had joined the co-operative in 1972-1973. 


The remarkable features of this approach are: 


(a) The Nairobi City Council acted as guarantor for the 
loans to the co-operative from the National Housing 
Corporation - an unusual operation of a city council; 


(b) The co-operative used self-help to develop two 
plots with financial and labour contributions of its 
members, to prove its capability and to initiate the loans; 


(c) The co-operative rented out rooms in dwellings 
constructed for its members to raise the funds for loan 
repayment. 


The co-operative and, subsequently, the loan repayment 
collapsed when problems of mismanagement became evident. 
The rental income of the co-operative had exceeded the 
necessary loan repayments considerably, and the management 
was not able to account for the surplus which had obviously 
been misappropriated. As a consequence, members stopped 
their contributions, and the loan repayment was suspended. 
Later, the supervisory body of the Government stepped in and 
reorganized the management, and it appears that the co- 
Operative has resumed its function. 


The Morro do Timbau squatters' association 


The Morro do Timbau settlers' association is in one of 
the favelas (squatter settlements) of Rio de Janeiro 
(Brazil). The first settlers came to the Morro do Timbau in 
1946, a hillside close to one of the city's main trunk 
roads. In the early 1950s, the army eStablished barracks in 
the neighbouring area, claimed part of the land of the by 
then established Squatter settlement and started to harass 
the inhabitants, to the extent that, at one time, the army 
had the settlement fenced in and controlled access to sk es 


In reaction, the people Organized themselves in an 
association, and the common threat to the Settlement worked 
as a Catalyst for the ensuing consiousness- raising process 
Gradually, the association managed to improve the 
infrastructure and to push back the army's claim to the 
land. Water reticulation was provided and electricity and 
even some public lighting. The population Organized self- 
help groups to improve the roads and drainage system, and, 
finally, in 1981, the Government started to solve the land- 
Ownership problem (proposing the form of a horizontal 
condominium), which created a boom in housing improvement. 


The remarkable feature in the case of Morro do Timbau 
is that the inhabitants managed, practically without help 
from outside, to provide the basic infrastructure and to 
improve the living conditions in their squatter settlement. 
They used their political, family, religious and other 
networks, but they received no financial aid from any 
Organization outside the squatter settlement. 


The population of the squatter settlement used four 
types of action: 


(a) By forming their association, the squatters 
created a body which was able to represent their interests, 
to deal with other organizations (water works, electricity 
board and contractors), and to formulate goals and plans to 
achieve them. Among other actions, it contracted with a firm 
for the construction of the water-supply system and with the 
electricity company to install power connections; 


(b) The association raised funds among the residents 
through small monthly or ad hoc contributions to pay for 
specific projects. Later a surplus from water and 
electricity charges was available to finance improvements; 


(c) The association orgdnized the work of neighbour- 
hood self-help groups for goals such as paving the streets, 
provided technical assistance from skilled members and 
controlled the building of houses; 


(d) The individual relations and connections of the 
members pooled in the association were a non-material but 
important resource, used by the leadership to open contacts 
with important personalities (the director of the water 
corporation) or groups (university staff of the engineering 
department), which helped to realize the water supply system. 


The inhabitants themselves discovered the best ways to 
be heard and respected. The key question is, of course, 
whether such an approach can be replicated and whether’ the 
case can be used to motivate residents of other squatter 
setlements to start to work on their own to improve their 
living environment. The political climate in Brazil at the 
time was favourable to that type of initiative, and, had the 


Government and its policy-executing agency, the National 
Mortgage Bank (BNH), not embarked on a squatter-settlement 
eradication programme (1965-1971) but developed some form of 
squatter-settlement upgrading programme, it would have found 
an ideal partner in the association, capable not only of 
handling the infrastructure improvements but also the 
financing aspects of such a scheme. 


Main problems of organizations at the 
grass-roots level 


The objectives of dwellers' organizations 


In some cases, aS the Kenyan examples above show, the 
objective of the organization, formed among project benefi- 
ciaries, may be limited simply to building houses for the 
members on individually allocated plots. Subsidiary 
objectives are then: 


(a) Mobilization of the members' own financial 
resources for the payment of labour and material; 


(b) Organization of mutual help for the construction 
of houses or for the development of community facilities; 


(c) Acting aS counterparts of financing agencies to 
receive loans, disburse them for the construction work and 
collect contributions for the loan repayment. 


In other cases, such as that of Morro do Timbau, the 
main objective of a squatter organization may be to achieve 
some form of recognition from outside authorities 
threatening the survival of the squatter settlement. 
Immediate needs may be addressed, such as water supply to 
the settlement, and further goals can then be set and - if 
widely supported by the community - realized (e.g., sewage 
system, road paving, electricity installation, school, 
kindergarten and association headquarters). 


Under the general objective of improving the living 
conditions of the members, two sets of subsidiary objectives 
of settlers' organizations can be distinguished. They are: 


(a) Internal objectives for the purpose of organizing 
relations among the group members, by: 


(i) Providing Opportunities for participation in 
setting priorities of community development; 


(ii) Mobilizing funds from members' contributions, 
rental income or service levies; 


(iii) Organizing the use of labour for mutua | 
provide "sweat equity"; 1 help to 


(iv) Regulating construction, land uSe and systems of 
ownership; 


(v) Identifying and stimulating the development of 
useful skills among the members and Stimulating members 
to follow training courses. 


(b) External subsidiary objectives concerning the 
development of relations to other organizations, mainly 
public authorities, finance institutions etc.,. bys 

(i) Seeking official recognition and political 
Support; 


(ii) Creating bargaining power as partners of 
governmental agencies and private enterprises; 


(iii) Providing access to credit facilities on 
preferential terms, with the group as a whole 
being responsible for the repayment; 


(iv) Managing and maintaining infrastructure 
installations and collecting user charges; 


(v) Negotiating for assistance in training, research 
and consultancies from outside institutions, such as uni- 
versities, religious aid agencies or professional 
associations; 


(vi) Linking up with similar groups by structuring 
networks at the local, regional and national level. 


Some of the subsidiary objectives are relevant with 
respect to housing finance. The collection of regular 
contributions by a grass-roots-level organization introduces 
a form of saving for housing which the individual member 
could not achieve, owing to the lack of opportunity and 
incentives to save small amounts. Mutual-help or self-help 
Organized for house construction can substitute for 
conventionally required down payments through "Sweat equity”. 
The objective of opening access to housing credit is based 
on the consideration that an organized group provides more 
security for loans, since group solidarity or, if 
formalized, group responsibility for loan repayments 
replaces the individual insecurity of incomes, particularly 
from informal-sector employment. That removes one of the 
main barriers of housing finance for low-income groups. 


Suitable forms of organization 


From an organizational point of view, dwellers' 
organizations could be classified as formal, quasi-formal or 
informal, taking their legal status as a criterion. The 
form of organization will depend on the objectives of the 


organization. For the limited objective of organizing 
mutual help for the construction of houses, inf ormal 
building groups work very well, since they have to regulate 
only internal questions, such as labour inputs and the order 
in which members are assisted. 


Building groups and co-operatives need to acquire 
formal, legal status through registration under co- 
operative society acts, if the organization has to enter 
into loan agreements or any other formal contracts. Usually, 
those laws regulate the principal internal relations and 
liabilities of members - an aspect which is frequently not 
fully discussed or understood by members of groups. 


The Brazilian case provides a good example of a quasi- 
formal organization. In spite of the fact that the 
association is registered as a legal entity, it can not enter 
into agreements which obligate the members, and the success 
of the association is based on consensus and community 
Spirit. That form is mainly suitable for representing the 
interests of a squatter community and influencing local 
authorities to initiate improvement projects. 


For housing-finance institutions, only formal 
societies or co-operatives are suitable partners, because 
their members are directly liable for the society's 
obligations. The other two types may serve as vehicles of 
information, but loans remain individual risks. 


— = —_ =—= ——. = = ss 


The three cases show that organizations of poor people, 
once formed, are akle to mobilize needed resources for the 
achievement of their goals. The resources can be 
identified at three levels: 


Resources of the members 


Savings, in the form of cash or a Savings account, are 
usually unknown to the members of a group. The 
Organization has, therefore, to start collecting small 
contributions on a regular basis, to create a small 
fund out of which necessary expenses can be met. Ad hoc 
raising of contributions for very specific purposes, 
Sometimes through neighbourhood festivals, can be very 
Successful, as in the Brazilian case. More readily 
available than cash is the labour of members or their 
families, which can be used not only for direct construc- 
tion work but also for collection of materials (stones, 
Sand, timber) where an accessible source is available. 
The utilization of that resource needs organization 
and, probably, some outside assistance. 
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Access to credit facilities 


The formation of an organization of allottees is 
important for the mobilization of credit for the members. 
The loans can take two forms - individual loans to members, 
with successive loans for other group-members depending on 
the proper utilization and start of regular repayments, or a 
group loan, where the lending institution deals with the 
group aS a unit, with the advantage that administrative 
costs are reduced. The reason for the lending institution 
to accept groups loans is the security provided by the 
group, particularly when groups organize a repayment system 
and collect and transfer the monthly instalments. 


Nonmaterial resources 


The fact that group-members act as a unit provides them 
with the ability to voice their problems, define their 
priorities and, most important, he heard, as the case of the 
Morro do Timbau dwellers' association proves. It enables 
the organization to start negotiations with the local 
administration, utility corporations etc., if not as equal 
partners, still as a force in the local power game. MThus, 
an association of dwellers may achieve some essential goals, 
such as water and electricity supply, and finally a solu- 
tion to the land-tenure problem, as in the Brazilian case. 
Also, the combination of individual connections and informal 
networks of the group members may provide access to techni- 
cal advice and practical assistance in solving specific 
problems. As the final analysis of the Morro do Timbau case 
shows, informal access to someone in authority can be very 
important and is often crucial in getting essential 
improvements of the squatter settlement under way. The 
value of such informal networks is very difficult to assess, 
but networks exist and work in all political systems. 


Management problems 


The cases of the Huruma building groups and the Gikomba 
Co-operative show that dwellers' organizations may fail in 
the long run because of weaknesses in their financial 
management. Problems arise in four areas - community 
development, leadership, internal administration and outside 
relations. Some aspects of them are discussed below. 


The problems of the inbuilt characteristics of the 
participants are their low level of education and training 
and their lack of insight into the functioning of modern 
society. The lack of social cohesion can lead to the 
dissolution of groups, if cultural factors, such as the 
harambee spirit in Kenya, the gotong royong (working 
together) in Indonesia and similar concepts, are not 
integrated with the concept of the group formation. 
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Finally, marginalized people may not have enough self- 
confidence to take initiatives. 


Leadership 


It is difficult to find leaders among the group 
members who are able to unite the group, formulate 
objectives and represent group interests vis-a-vis local 
authorities or other agencies, and, who at the same time, 
are capable of keeping proper accounts. Favouritism and 
nepotism of leaders are a threat to the community spirit 
and can only be avoided through precise rules for the 
distribution of benefits such as the order of house 
construction. When an educated leader manages the 
Organization, the danger exists that he will impose his 
opinion on the members, and that is particularly the case if 
a local politician plays a dominant role. It is noteworthy 
that, in the case of Morro do Timbau, the leadership of a 
skilled administrator and a teacher of a vocational training 
institute was essential to the success of the association. 


Internal administration 


Organization, administration and financial management 

are often problems, because of the lack of proper 
procedures and rules for day-to-day work. The 
administrators are sometimes not sufficiently qualified for 
their jobs, while it is difficult for group members - often 
illiterate - to control their work. Organizations of 
dwellers have serious problems of functioning with the 
required degree of continuity. They are fragile and their 
activities can easily be disrupted, owing to internal 
dissensions, external pressures or lack of Support. One of 
the main reasons for instability lies in the absence of 
adequate physical installations and the lack of permanent 
staff. 


External relations 


The often small and weak organizations have to deal 
with powerful bureaucratic machines, such as governmental 
agencies, private or public enterprises, or even 
international organizations. To avoid having solutions - 
however well meaning - imposed on them, the Organizations 
require the assistance of international or national donor 
bodies, to provide needed expertise. Alternatively, 
university students, as part of their practical work, might 
give such assistance. The Organizations are not always 
completely independent of the authorities and submit to 
Pressure from above, accepting development decisions which 
are not in the interest of the whole comm unity. Little use 
1s made of experience gained elsewhere. Even experience 
which an organization has gained in the past risks being 
lost if it is not recorded, especially if the people 
Staffing the organization Change jobs regularly. 
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Because of a lack of information and of control 
mechanisms, Problems arise, mainly concerning the 
mismanagement of group funds, as in the Kenyan cases. It is 
obvious that information and training needs should be 
identified on the basis of that experience, which 
demonstrates that a transparent financial system that can be 
understood by all the members is very important. Providing 
receipts to the members and showing copies of the list 
of transferred amounts makes control easy. The case of Morro 
do Timbau represents a well organized and managed settlers' 
association which operated successfully over a time Span of 
20 years without any support from public authorities or 
finance institutions, largely due to a stable and trusted 
leadership. 


Frequently, community development departments in 
project-executing agencies foster the formation of building 
groups, mainly as a means to reduce construction cost 
through self-help efforts. Where such organizations are 
formed or initiated by agencies or influential initiators, 
they frequently lack the cohesion and community spirit which 
is essential for functioning in the long run. 


In squatter settlements, the population is already 
established, neighbourhood relations have been formed, anad 
frequently some rudimentary community awareness has 
ceveloped. Here, it needs only little initiative to create 
some form of representation to voice requests or demands for 
the improvement of infrastructure facilities or other 
amenities. Such initiatives may be taken by politicians or 
church organizations, but an external initiator may not be 
able to unify the whole community. Yet unity is necessary 
if substantial improvements of the living conditions are to 
be achieved. The ideal case would be the formation of a 
dwellers’ association based on a commcn goal, such as to 
obtain official assurances that the settlement will not be 
demolished (land tenure) or the provision of water supply, 
drainage or other services. Where local authorities or 
national agencies are implementing a squatter-upgrading 
programme, neighbourhood organizations are frequently set up 
with the intention of engineering self-help efforts to 
reduce construction costs. Such an endeavour will only be 
successful if the initiator manages to foster real 


community spirit. 


In sites-and-services schemes, the initiative to form 
groups of allottees for the development of their plots comes 
frequently from the project executing agency. The objective 
is to enable the lowest-income groups to organize mutual- 
help or self-help for the construction of houses, because 
individually they would not be able to raise the required 
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contributions. This formation of building groups should be 
initiated before the actual allocation of individual plots 
to applicants. Then, clusters of plots can be allocated to 
the established groups, thus forming a neighbourhood entity 
from the start of settlement. The advantages of such an 
allocation would create closer community spirit, making it 
easy to participate in and control group activities on the 
members' plots and enabling the financing institution to use 
the form of blanket mortgages, where all plots of the group 
members serve aS collateral for loans and the group assumes 
responsibility for loan repayment. 
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A simple and clear set of rules and regulations is 
essential. It has to be easy to understand in view of the 
low level of education of most of the participants, who are 
frequently semiliterate or illiterate. The rules will have 
to cover the following subjects: 


(a) Membership: Who can become a member? How can new 
members join later and under what conditions? What is the 
procedure if members want to leave the group or 
organization? 


(b) Objectives: What does the group want to achieve 
as awhole or for all of its members? How does the group 
operate to reach these goals? What will be the benefits for 
the group members? 


(c) Dues and rights: What contributions in cash or 
kind (labour) are expected from each member? What is the 
purpose of self-help (to accumulate savings to start cons- 
truction, to dig foundation trenches and construct etc.)? 
What is the system to decide the sequence of construction of 
members' houses? How are the loan repayments and other 
rates collected? 


(d) Sanctions: In the case of non-compliance of 
members with the regulations (delays or no contribution), 
what action should be taken (warning the defaulting member, 
expulsion)? How should remaining dues and credits be handled 
in the extreme case of expulsion? 


(e) Other activities: If the organization accumulates 
a surplus, what measures would it take to improve the 
environment, create social services, contribute to the 
construction of community facilities or support income- 
generating activities (small businesses) of its members? 


(£) Operation: How will office-bearers be elected and 


controlled in their management of the organization's 
affairs, particularly the management of financial resources? 
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Formalization 


The question of whether an Organization of beneficia- 


ries should be formally registered as a society depends on 
the following criteria: 


(a) Does it have to enter into formal contracts, 
especially loan agreements with private or public institu- 
tions, or will each member do this individually as 
borrower, customer of utilities etc? 


(b) What are the costs of Operating such a formal 
society and how do such costs relate to the benefits the 
society would provide for its members? 


(c) Is the group small so that members know one 
another well (so the organization can be as informal as 
possible) or a large group which will need a formal 
structure? 


If a decision in favour of a formal society is made, 
the type of organization, co-operative or another form of 
incorporation has to be chosen. This will depend on factors 
such as the existence of a network or apex organization 
which could provide advice and support. If, for instance, a 
well developed co-operative system exists in a country, it 
might be useful to join it, although, in some countries, 
that approach has failed badly. The decision will 
also depend on whether a society which solely serves its 
members to attain certain objectives can be recognized 
under the country's laws as a non-profit organization or 
will be liable to taxation, formal accounting and auditing. 


The legal framework (i.e., the by-laws pertaining to 
different types of societies) for organizations of dwellers 
is important for their functioning in relation to other 
institutions. National legislation should enable groups 
with a common interest to organize themselves, while 
protecting the interests of the individual members and the 
community at large. Proposed (or "model") by-laws should be 
aS Simple as possible, so that they can easily be understood 
by the members. As important as having good legislation is 
the need for governmental regulatory and promotional 
agencies which are able to implement it. 


Organization of apex bodies 


It is of great assistance to incipient organizations if 
an apex body of dwellers' organizations exists to provide 
technical and legal counsel. There are three basic ways in 
which such a body can be created: 
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(a) Through action from outside the group by 
governmental or private institutions - a form which is only 
justifiable when the basic movements do not exist or are so 
weak that they need to be created and or strengthened. 


(b) From autonomous action of existing dwellers’ 
organizations which form their own federations -— which 
would be the ideal case. 


(c) Through an external agent who interacts 
sufficiently with the dwellers to get them to pool their 
expertise and strengths. 


The apex body will rarely be effective solely through 
the isolated efforts of member organizations, except in the 
case of federations of dwellers' associations which have 
large memberships and are very well organized. Some kind of 
Support will be usually required. However, distinction 
Should be made between deliberative counsel, constituted 
exclusively or predominantly by dwellers and defining 
collective strategies about land tenure, funds, land use 
infrastructure, transportation and services; and consultancy 
counsel with the task of giving technical assistance 
(urban, juridical, architectural, engineering, economic 
etc.) through agreements with institutions such as 
universities, professional boards or, even, independent 
professionals paid by either Governments, non-governmental 
Organizations or funds of the federation. 


Training needs 

Different levels of training needs have to be 
considered - the training of governmental officials at the 
national, regional and local levels, the training of members 
of organizations dealing with slum dwellers (NGOs, for 
example) and the training of leaders and members of building 
groups, co-operatives or associations. For any type of 
dwellers' organization, six fields of training can be 
distinguished: 


(a) Communication skills of group members are crucial; 
the members Should learn to listen to one another, to let 
everybody participate and to build up confidence; 


(b) All group members have to acquire detailed 
knowledge of internal relations (rights, obligations and 


consequences of non-compliance) and ext 
ons equer ernal grou 
liabilities; ‘ : 


(c) The problems of financial mana 
aes ement repres 
of the most critical areas for brain : megs S 
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(a) Self-help construction of houses requires that 
Some of the participants acquire construction skills, and 


training is also needed for the Supervisory level in house 
construction; 


(e) Skills are needed in establishing relations between 
the organization and administrations; 


(£) In some cases, the beneficiaries may not be able 
to read and write, which makes the control of the 
administration very difficult and may require functional 
literacy courses in certain projects. 


In designing training programmes, several other points 
Should be taken into consideration: 


(a) It is necessary to include a number of women in 
training programmes, because they deal frequently with 
financial matters, they often feel responsibility for 
the house and they may have time to be active in 
neighbourhood committees; 


(b) People with special abilities (accounting, organi- 
zation of construction work, management etc.) can be 
trained by university staff and students specializing in the 
same fields. The specialists could also provide "consultancy 
services" for other groups in the area and thus augment 
their income; 


(c) Training courses for members of co-operatives tend 
to make a distinction hetween training of group members, 
managers, board members and administrators. It could be 
useful to make such a distinction for other target groups as 
well. In each group, members should be trained in 
leadership capabilities; because, otherwise, leaders may 
become so indispensable that they cannot be replaced, even 
if they prove to be unsuitable for the job; 


(d) General training for group members has to start as early 
aS possible, and retraining may sometimes be needed. At the 
beginning, all members of incipient groups should receive 
some training, but later a distinction can be made between 
potential leaders, administrators, managers etc. for 
specialized training courses. 


(e) In most cases, official training institutes are not 
appropriate for training slum-dwellers and other poor 
people. In those cases, non-formal training opportunities 
should be identified. On-the-job training and in-service 
training may also be useful. Sometimes, it is better not to 
call a training course a training course but to use group 
meetings or work on committees to train people in specific 


skills. 
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Chapter II 


MOBILIZATION AND ALLOCATION OF INFORMAL RESOURCES 


The Dandora case study 


The sites-and-services project in Dandora, on the 
outskirts of Nairobi, Kenya, was financed by the World Bank 
and started in 1975. In the first phase, 1,000 plots were 
developed, type A (65 per cent of the plots) with a toilet, 
shower and sink only, type B (30 per cent) with a core unit 
of a kitchen and a store room, and type C (5 per cent) like 
type B, but with one additional completed room. The type ¢ 
houses were sold at market prices to bring in funds, which 
allowed some cross-subsidization of the other types of plots 
and the services. 


Loans for the construction of two rooms were provided 
by a formal organization, the newly created Housing 
Development Department (HDD) of the Nairobi City Council 
(NCC). The terms can be considered non-conventional, with an 
interest rate of 8 1/2 per cent, a 30 year repayment period 
and acceptance of a provisional plot title as security. 

The selection of allottees took place in 1976 after 
informing the population, using local press and posters. 
Application forms were sold at KSh 4/- and were accompanied 
by a brochure. A total of 20,000 forms were sold, 16,000 
were returned, and, after a preliminary selection, 12,000 
people were interviewed, and 10,000 accepted for the final 
ballot. 


While the project provided loans for the construction 
of two rooms, a large number of additional rooms were 
constructed. The mobilization of additional resources for 
the development of the plots was considered to be one of the 
positive effects of the project. The question was raised as 
to where the resources came from. A sample of 53 allottees 
interviewed in mid 1983 revealed that only 15.3 per cent of 
the total estimated building cost was financed by a formal 
loan from NCC. Almost half of the construction was 
financed from savings, wages, businesses, rent, farming or 
other Sources of income, 17 per cent was financed by 
informal loans from friends and relatives, and 7.5 per cent 
by gifts. Formal loans were mostly secured from co-operative 
Societies (9.4 per cent of the total investment), and only 
in three cases did banks or finance houses grant loans. 
That reflects accurately the difficulty of low-income groups 
in getting loans, even if they have legal title to a plot 
and if it can be proved that the investment is profitable. 
The cost of an additional room was KSh 8,000-12,000, an 


amount which can be recovered ji i 
' in three to five years 
rental income. Sea 


18 


A rough estimate of the total investment in shelter 
construction shows that the loan scheme set up by the NCC 
provided only one sixth of the funds. Over about five years, 
the allottees were able to save almost half of the total 
invested amount which in the final analysis comes from 
rental income. With a relatively small investment of public 
funds in the shelter component of the project, resources 
were mobilized for investment in housing which otherwise 
would not have been available. With reinvestment of rental 
income the allottees built a much larger number of rooms 
than were financed by the project, housing almost 4,000 
households on the 1,000 plots. 


Surprisingly, half of the beneficiaries of the Dandora 
project chose to maximize cash income by letting out 
their houses and settling somewhere else. It should be 
noted that renting shelter is a common phenomenon in Kenya. 
Even in Mathare Valley, the largest slum and squatter area 
of Nairobi, about 80 per cent of the inhabitants rent rooms. 
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On the basis of the case studies, it can be concluded 
that participants in housing projects tap very different 
Sources, formal as well as informal. The most important 
informal resources are their own savings, followed by 
informal loans and gifts from friends and relatives, while 
formal loans from co-operative societies or banks, and money 
collected and disbursed by building groups play a negligible 
role in supplementing project loan schemes. The plot 
allocation, together with an initial loan, as in the case of 
the Dandora sites and services project, provide the 
incentive to raise additional funds from informal sources. 
The fact that, after the plot allocation, the beneficiaries 
have security of tenure obviously helps them to raise those 
additional funds. Very little is known about the conditions 
under which the informal resources are provided - a 
subject which requires further research. 


Popular savings associations or rotating credit and 
savings associations exist in many countries but, so far, 
are rarely used to finance house construction and to get 
services. Those informal, social groups collect 
contributions and allocate the proceedings directly to one 
of the members, who will usually use the funds to finance 
some consumptive expense, such as a family feast on special 
occaSions. The groups cannot be classified as savings 
associations but rather are financial mutual-help associa- 
tions. They are based on trust among members who belong to 
a close social group, such as an extended family or clan, or 
a village where they are well known. Whether such groups 
can play a role in mobilizing savings for housing depends 
largely on the common housing needs of the group members. 
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Few low-income households hold cash savings or bank 
accounts, partly because high rates of inflation seriously 
erode the value of those assets and partly because most poor 
people want to invest their savings incrementally ina 
business or a house. Formal and informal savings 
organizations probably do not offer any significant 
advantage over those forms of direct investment Or saving. 
That may explain why people usually do not save money but 
are able to mobilize resources when they see a possibility 
of investing them directly in houses and can expect 
a reasonable return by letting out rooms. 
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One of the features identified in the three Kenyan case 
studies is the income from renting out rooms constructed 
under the housing projects for low-income groups. The 
question is not whether rental income for low-income groups 
is a bad or a good thing, the question is whether a 
government-sponsored and subsidized housing project for low- 
income groups should provide the allottees - the few lucky 
ones among the thousands of unsuccessful applicants - with 
the opportunity to turn their plots into multi-family rental 
properties. The issue has to be seen in the light of the 
tremendous pressure on the low-cost housing markets 
in the rapidly growing urban centres of the developing 
countries, where any cheap accommodation will be in demand. 
Under such conditions, highly subsidized low-cost housing 
will unfailingly attract some form of speculation and 
profiteering. To ensure that benefits reach target groups, 
care is taken with the allocation of plots, and clauses 
prohibit resales of the plots and/or subletting of rooms. 
Because they have not been enforced ,such meaSures have 
proved to be unsuccessful. 


The three Kenyan cases provide conclusive examples of 
the impact which the letting of rooms has on the income of 
beneficiaries, with rentals providing almost 50 per cent of 
the total income. Land rates, service charges and loan 
repayment become easily affordable in view of the increased 
income. In the Dandora case, for example, a Single 
additional room rented out brings an average rental income 
of KSh 300 per month - about three times the monthly dues 
for loan repayment and service charges. 


Besides the improvement of the income situation, a 
second effect has been cited as positive in the housing 
Schemes. Much of the rental income was reinvested in 
further development of the plots, =" thatiiis;)-in the 
construction of additional rooms up to the maximum 
permissible number. That development certainly provides 
affordable and reasonably decent accommodation for a much 
larger number of low-income households (in Dandora, for 
about four times the number of developed plots). Such 
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“success" in turning landless squatters into landlords is 
certainly far beyond the objective of any housing policy for 
low-income groups, and in view of the scarce resources 
available for low-cost housing, it might be necessary to 
devise means to recover the windfall profits of the 
allottees and to Channel them back into housing for low- 
income groups. 
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The question may be asked whether the mobilization of 
informal resources is needed for low cost housing 
programmes. General arguments are in favour of informal 
resources because: 


(a) Utilization of informal resources reduces inputs 
of governmental or formal financing institutions, allowing 
them to operate ata large scale with the same amount of 
available funds; 


(b) Informal finance may be mobilized at lower cost 
and at more favourable terms than loans provided by 
formal institutions and that allows low-income groups to 
benefit from shelter projects; 


(c) Lack of sufficient cheap formal credit finance 
forces people to be active and creative, to organize 
themselves, to organize mutual aid or to lower the building 
standards to a level which they can afford. 


Project design to stimulate the mobilization o 
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The main two questions in designing projects and the 
financing mechanisms for low-income groups with a view to 
mobilizing informal resources are: 


(a) What is provided and demanded in the project in 
terms of the standards of infrastructure and the types of 
shelter solution? 


(b) What is the time frame for the completion of 
construction? 


In order to activate the target group to mobilize 
resources, the project executing agency should offer only 
minimal standards of infrastructure and minimal financial 
assistance in the form of construction loans, leaving room 
for future improvements and extensions of the on-plot 
development. Only over a long time period can the low- 
income groups be expected to improve their living standards 
and develop a demand for and afford improved services and 
shelter conditions. However, implementing agencies are 
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usually under pressure to complete the project and 
frequently even set time limits for allottees to ‘ 
complete the construction stipulated in the plan. Suc 
conditions will overstretch the capacity of many low-income 
households to pay for a completed house or to mobilize 


informal resources. 


Recovery of windfall profits 


In cases where subletting is permissible or cannot be 
prevented and where it is feasible in respect of plot size, 
infrastructure and total density, measures should be taken 
to channel the generated income back into housing. During 
the development phase, the individual, building group or co- 
operative utilizes the savings from rental income for 
reinvestment in the construction of additional rooms. Once 
that phase is completed, subsidies that might have been 
necessary to initiate the development are no longer 
required, and the project-executing agency and/or the 
financing institution should devise measures to recover 
these subsidies. 


Rescheduling of loan repayments 


Increasing ability to repay should be taken into 
account when designing the payment schedules for loans 
advanced to allottees. An acceleration of repayment 
schedules has to be made an enforceable option of the lender 
in the loan contract, if the generation of additional income 
from subletting is to be expected. That option of 
rescheduling the loan repayment should be reviewed at fixed 
intervals (three to five years) and agreed upon with the 
borrower. Thus, the repayment schedule would be tailored to 
the capacity to pay of the individual allottee. 


The system described above of optional repayment 
acceleration would have the effect of reducing the 
amortization period and improving the cash flow of the 
finance institution. Consequently its ability to extend 
new housing credit would increase. For the allottee, 
such an option means that, in the short term, he will be 
deprived of a substantial part of the benefits of his 
investment. However, it has to be made clear that he 
will redeem the loan inashorter period and then acquire 
full ownership and the right of free disposition of the 
property. In short, he does not pay back a larger amount, he 
only pays back the same amount more quickly. 


Mutual ownership co-operatives 
In such co-operatives, the members do not individually 
acquire plots. Instead it is the organization that acquires 


land and builds the houses. The members then have the right 
to occupy the built houses or apartments at a rent fixed 
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to cover the interest and loan repayments, land charges and 
maintenance. The co-operatives usually operate on a non- 
profit basis, allowing for fluctuations if members vacate 
flats and permitting new members to join by buying shares in 
the co-operative. The organization can extend its 
operations easily by reinvesting proceeds from the rented 
houses or rooms and by raising new share capital for new 
housing projects. From the point of view of housing policy, 
the advantage is that profits arising from the increased 
value of land which might have been sold to the co-operative 
at subsidized rates accrue not to individual beneficiaries 
but to a corporation which is, through its bye-laws, 
committed to the objectives of the housing policy and which 
may be controlled through initial share capital held by 
governmental authorities. 
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Chapter III 


MOBILIZATION OF RESOURCES BY NATIONAL FINANCIAL 
INTERMEDIARIES 


The experience of India and the Philippines 


The Housing and Urban Development Corporation of India 
(HUDCO) was created in 1970 as the national institution for 
housing finance. The principal source of funds are bonds and 
debentures floated in the capital market. The debentures are 
endowed with certain eligibilities so that commercial banks 
as well as inSurance companies and pension funds can buy 
them to fulfil their obligation to invest certain parts of 
their portfolio in the housing sector, without direct 
involvement in mortgage financing. The main objective is to 
provide housing loans for low-income groups, but, to enable 
the corporation to cross-subsidize interest rates for the 
low-income groups, loans are also provided at differential 
interest rates for middle-income and high-income groups and 
for commercial and urban infrastructure developments. In 
that way, an average yield on investments is achieved which 
matches the cost of the funds raised on the capital market. 


Today HUDCO finances a quarter of a million houses per 
year, of which about 60 per cent are for low-income groups. 
In India four income groups are distinguished (Rs 10 = 
approx. SUS 1): 


ee ach Income Percentage of 
(Rs per month) population 

B Below 350 | 75 

2 351-600 ts 

c 601-1,500 9 

2 1,500 and over 1 


The first two groups are considered to be the low-income 
eer et Conditions of loans provided by HUDCO vary 
according to the four income groups: Group A pa : 

ys 5 per cent 
interest over 20 years; Group B, 7 per cent over 15 years; 


Group C, 10.5 per cent over 12 : 
over 10 renee: years; and Group D 13 pera 


For low-income groups, plots canb 
€ aS small as 30 
Bors and, with a Skeleton house reimbursements are about 
oe Ee month. The simplest sites-and-services schemes 
St about Rs 12 per month. It was found that the very 
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Simple types of shelter provided for low-income groups A and 
B do not attract the middle-income and high-income groups C 
and D. Consequently, the poor are usually not pushed out 
of their improved neighbourhoods - a problem frequently 
observed in housing projects for low-income groups. One 
reason for the success of the loan scheme is the principle 
not to provide 100 per cent of the required amount. As a 
rule, poor people receive loans funded by HUDCO covering 80 
percent, high-income groups 60 per cent and people in rural 
areas 50 percent of the investment costs. The rural groups 
also receive assistance from state governments, which have 
to provide land and basic services and an additional loan 
covering up to 100 per cent of the building cost. 


In the Philippines the Ministry of Human Settlements 
has, since its establishment, launched a comprehensive 
programme to improve the housing conditions of the low- 
income groups. The approach is three-pronged-first, 
encouraging and fostering the building material and 
construction industries; secondly, adapting building and 
planning codes to the needs of low-income groups, and 
thirdly developing a housing- finance system capable of 
reaching the target groups. For the mobilization of 
resources, the Home Development Mutual Fund (HDMF) was 
created to which every employee has to contribute 3 per cent 
of his salary, matched by a 3 per cent contribution by the 
employer. Those forced savings are earmarked for housing 
finance for the fund members. The National Home Mortgage 
Finance Corporation (NHMFC) channels funds into the housing 
sector by taking over mortgages originated by private- 
sector banks. That guarantees refinancing facilities to the 
banks, if the mortgage loans to low-income groups have been 
approved by NHMFC. Based on the mortages, NHMFC issues 
participation certificates which are endowed with tax 
preferences and which are sold to institutional and private 
investors. The role of a third institution - the Home 
Financing Corporation (HFC) lies in providing insurance for 
individual mortgage loans. In ensuring the payment on each 
mortgage loan, HFC secures indirectly the mortgage 
participation certificates which are backed by those insured 
mortgage loans. 


Through mobilization of those resources, loans can be 
provided at the relatively low interest rate of 9 per cent 
NHMFC can afford that because it raises capital at low- 
interest rates, owing to the tax preference for the bonds 
issued. It also holds a portfolio mix with high-yielding 
investments in mortgages for high-income groups. If the 
general level of interest rates rises NHMFC has also 
reserved the right to charge higher rates on the mortgages. 


The principal conditions for issuing housing loans to 
low-income groups have been designed to make repayments 
affordable. They are: 
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im to 100,000 
(a) The total loan amount is limited 
Philippine pesos (P) (approx. SUS 7,000) » or to 48 times the 
borrower's monthly salary, whichever is lower; 


j here 
(b) The pooling of loans is allowed in cases wW 
several members of a family participate in the fund. That 
means three members can pool and get, for example, a loan 
of three times P 4,800, if they earn P 100 per month each; 


(c) The amortization must be below 30 per cent of the 
income of the participant; 


(a) Only 90 per cent of the investment can be financed, 
which means that 10 per cent has to be raised by the 
borrower; 


(e) NHMFC also provides opportunities to participate 
in co-operative and business activities, to allow the 
borrowers to increase their income; 


(£) In the rural areas, where people are self-employed 
and consequently do not contribute to the HDMF, they can 
still benefit from the NHMFC loans if they form co- 
operatives. 


Such a system allows many people access to credit 
facilities. As a result, developers started to offer houses 
or apartments at prices below P 100,000. They could do 
that because, with credit available for that type of 
housing, a ready market had been established, and the 
private developer ran only a limited risk that the dwelling 
units would remain unsold. 


Issues of resource mobilization 
Economic viability 


The problem of economic viability of housing has to be 
considered at three different levels - that of the national, 
the project and the individual. The principal issue is the 
relation of investments (costs) to results (benefits). 
Housing has to be regarded as an investment, producing 
services during its life span. Those services are costed 
through the rent that can be obtained in the market or added 
in the case of owner occupancy. In economic analysis, the 
discounted present value of these future services plus other 
benefits are compared to the investment in order to 
determine viability. 


On the national level, two additional factors, usually 
referred to as multiplier effects, contribute to the 
Viability of housing investments. They are employment 
effects (direct and indirect through the buiulding materials 
industries) and income generation. The positive effects on 
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the national economy are enhanced if the construction 
process is labour-intensive, if local building materials are 
used, and if the supply of materials and labour is not 
impeded by bottlenecks and shortages. 


At the project level, economic viability in the terms 
described above is referred to as cost-recovery. Even 
though most projects aim at total cost-recovery, there is 
virtually no country - industrialized or developing -which 
does not subsidize housing for low-income groups. It is 
important, however, to analyse the element of subsidy and to 
realize that subsidies can be effectively reduced if 
building codes and standards and development regulations are 
realistic (i.e., oriented to the needs of the target 
population); if economic activities are allowed on the 
project site, and if the services offered are within the 
affordability levels of the beneficiaries. 


Finally, for the individual, there are two factors 
important in analysing the viability of his housing 
investment. The first is whether the monthly charges are 
in line with his capability and willingness to pay - that is, 
is the shelter solution offered affordable and does it 
match his preferences? Secondly, the acquisition of 
property may induce the individual to make investment 
efforts, regardless of his intention to occupy the house 
himself or to draw income from rent. 


Instruments for the mobilization of resources 


A number of instruments, available to Governments for 
the mobilization of funds for the housing sector, have been 
discussed above. All require decisive governmental action. 
The main options are: 


(a) The creation of forced savings funds through 
income deductions and employer contributions, and their 
utilization to mobilize additional resources through 
secondary mortgage market operations; 


(b) The endowment of debentures floated by a national 
housing finance institution with special eligibilities, such 
as tax exemption of the yields, governmental guarantees or 
acceptability of those debentures as part of the liquidity 
reserves which financial institutions are required to hold; 


(c) The directive to all finance institutions, 
insurance corporations and pension funds to invest a certain 
percentage of their funds in the housing sector, with the 
possibility of fulfilling that obligation by holding deben- 
tures of a housing finance institution rather than by making 
direct investments; 


(d) The removal of obstacles to the development of 
secondary mortgage market operations, such as restrictions 
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on the transfer of mortgages and required registration, to 
enable housing finance institutions to raise funds on the 


capital market; 


(e) The setting-up of loan-insurance systems and 
guarantee arrangements to protect finance institutions from 
the risks - real or perceived - involved in lending to low- 
income groups, which will induce increased private sector 
involvement; 


(f) Incentives for private developers to produce low~ 
cost houses by defining cost ceilings and offering 
sufficient credit facilities for house purchase by low- 
income households. 


The introduction of such instruments for the 
mobilization of resources on a national level is a political 
issue, but consideration must also be given to the housing- 
delivery system. It is not enough to channel financial 
resources into the housing sector unless the capability of 
implementing long-term housing programmes - particularly for 
low-income groups - is developed at the same time. One 
problem encountered in forced- savings schemes is that the 
income groups of contributors frequently benefit more then 
the lower-income groups. The reason is that the latter do 
not find a market offering affordable dwelling units 
that are acceptable to the lending institution. Units that 
are available, such as huts in squatter settlements, are not 
"bankable". The consequence is that the poor who contribute 
to the forced savings system are, in effect, subsidizing the 
low-interest loans of the affluent groups, since the savings 
in the fund usually bear interest below the market rate. 


When raising funds on the capital market, housing- 
finance institutions have to offer market interest rates in 
order to compete with other investment opportunities. With 
the high costs of the funds raised and the risk of rising 
market interest rates, those institutions could not operate 
on viable terms unless they charged market interest rates on 
housing loans. In order to be able to lower interest rates 
on loans to low-income groups, the finance institutions need 
to raise funds at low cost. That can be achieved by 
floating debentures which are endowed with special 
eligibilities, such as tax exemption on the returns for the 
investor, government guarantees for the payment of interest 
and Principal or recognition of such debentures as security 
and liquidity reserve of institutional investors (banks, 
insurance corporations etc.). Such special endowments of 
hous ing bonds entail subsidies for the housing sector - 
directly, in the form of lost revenue and, indirectly, where 
quarantees and preferences are granted. 
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Subsidies and cross-subsidies 


Subsidizing housing projects is becoming difficult for 
most Governments, owing to lack of financial resources. In 
fact, subsidies mean that fewer housing projects can be 
executed and consequently fewer people can be reached with 
the limited available funds. The costs of subsidies (or non- 
recoverable costs) to the society or Government have to be 
calculated in detail in order to assess the funds needed 
over planning periods and to determine the capacity to 
Sustain a certain production of houses over time. 


Only the lowest income groups should qualify for 
subsidies and only after the possibilities for cross- 
subsidies have been exhausted. For example, HUDCO in India 
provides loans covering 100 per cent of the construction 
cost if the household concerned belongs to the so-called 
"scheduled classes", or lowest income groups, for which the 
Government has generally decided that subsidies are needed. 
The interest charged on loans is limited to only 4 per cent. 
The main field where subsidies are applied is usually the 
provision of land and its development with minimum standard 
services rather than the development of shelter. The amount 
of subsidy has to be considered carefully since 
beneficiaries are expected to mobilize as much of their own 
resources as possible and subsidies that are too high 
increase the population's dependency on government grants. 

A difficult question to answer is whether direct subsidies, 
in the form of a plot of land or building materials sold at 
below market prices, are preferable to indirect subsidies, 
such as low interest rates. The first have an advantage in 
that the amount of subsidy given is well defined, but such 
outright gifts are easily misused and they create a sense of 
entitlement . Further, it is not easy to control the timing 
of the subsidies to the target group. By contrast, indirect 
subsidies, in the form of low interest rates, are given to 
the recipients over a long period and offer control of the 
timing. Also provision can be made to reduce the subsidies 
when they are no longer required. 


For financial intermediaries, it is important to create 
a portfolio-mix which allows them to cross-subsidize 
interest rates internally, allowing low interest rates for 
low-income groups and high rates for high-income groups. In 
housing projects for mixed income-groups, cross-subsidies 
from the sale of valuable plots at market prices can be 
expected to reduce the price of plots for low-income groups. 
Where cross-sSubsidies are considered, it is necessary to 
calculate the additional development cost per sq.m of the 
higher priced land as a function of improved services and 


lay-out of lots. 
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Qperational arrangements 


The operational arrangements on national financial 
intermediaries for channelling funds to the development of 
low-income settlements can take different forms: 


(a) HUDCO operates through state and local 
governments, housing boards and other implementing agencies, 
as well as through co-operative organizations at state or 
local levels. Those institutions receive the loan from 
HUDCO for project implementation — that is, site 
development - and for onward lending of housing loans and 


are responsible for the repayment; 


(b) National housing finance institutions can be 
directly linked to large-scale low-cost housing and 
squatter- upgrading projects, taking over the financial 
management, opening site offices and dealing directly with 
the beneficiaries; 


(c) NHMFC operates through local banks which originate 
individual mortgages, by guaranteeing to refinance those 
banks through purchase of the mortgages. Pooling the 
mortgages, the institution sells pass-through certificates 
to investors to refinance itself. Another area is the 
guarantee of bank loans for bridging finance for private 
developers of low-cost housing schemes. 


Integration of housing finance into the housing 
delivery system 


The mobilization of financial resources for housing on 
at the national level is determined by national housing 
policies and the commitment to their implementation - i.e., 
the allocation of the required financial resources. The 
importance of the role of a well managed national financial 
intermediary in mobilizing resources and channelling them 
effectively into housing programmes must be stressed. 

Such national financial intermediaries are usually organized 
as parastatal or state-owned housing finance institutions 
with the objective of supporting implementation of national 
housing policies. However, those institutions often rely, 
for their financial resources, equity and funds for on- 
lending, on budget allocations earmarked for specific 
governmental housing projects. Therefore, their operations 
are limited. Only if they manage to tap capital market 
resources, as in the case of HUDCO or NHMFC, can they play a 
role in providing housing finance at the required level. 


The importance of housing as one of the basic human 
needs and as a motor of national socio-economic development 


has to be recognized. This implies ana 
; roach to hous 
production along the following lines: re ‘ii 
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(a) High priority in government policies has to be 
accorded to the development of the housing sector. This 
Should be reflected in the mobilization of funds for 
housing, not only through governmental budget allocations 
but also through mechanisms for raising funds on capital 
markets and through savings schemes; 


(b) Financial resources should be used in such a way 
that affordable shelter is produced in Proportion to the 
Size of the different population groups - i.e., if 70 per cent 
of the population belongs to the low-income groups, 70 
per cent of the dwelling units should be built for those 
groups; 


(c) The housing delivery system has to be geared to 
turn out the number of low-cost dwelling units required to 
cope with the existing backlog and to produce the additional 
housing to meet future needs, by adapting codes and 
Standards to a level of service and shelter affordable to 
the masses of urban and rural poor. At the same time, local 
authorities or project planning and executing agencies have 
to be strengthened in their capacity to provide low-cost 
housing, and the private sector should be encouraged to play 
an important role in this field; 


(d) Some subsidies for housing low-income groups 
appear to be inevitable but they should be carefully 
analysed in order to define the actual burden to the 
Government and to allow close control over the beneficiary 
groups. However, subsidies should be minimized by 
mobilizing all available resources of the target groups and 
by reducing construction costs through application of self- 
help measures and appropriate building standards, 
technologies and materials; 


(e) In light of the general shortage of financial 
resources, funds directed into the low-cost housing sector 
should be revolving funds, not in the usual nominal way 
but in real terms. To achieve that would require the 
introduction of measures to safeguard lenders against 
inflationary risks; measures, such as indexation,which seem 
to perpetuate inflationary processes rather than prevent 
them, aS the examples of Brazil and Israel show. To offset 
that, housing-finance procedures should accelerate 
repayments with the growth of incomes rather than maintain a 
conventional fixed annuity. 


Criteria for the selection of instruments 


Once the required volume of housing has been deter- 
mined, the choice of instruments for the mobilization and 
direction of financial resources into the housing sector 
depends on the criteria discussed below. 
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The selected instruments must mobilize sufficient 
amounts and a steady, reliable inflow of resources. With 
regard to the second requirement, forced saving schemes, 
based on a monthly deduction from salaries matched by 
employers' contributions, are the ideal solution, because 
they provide a calculable monthly remittance to the fund. 
In most developing countries, however, such a scheme, which 
is based on formal-sector employment, will exclude the 
majority of low-income households which derive their 
livelihood from the informal sector as self-employed small 
scale enterpreneurs, casual labourers or subsistence 
farmers. Since those low-income households are the prime 
target group for low-cost housing and are excluded from loan 
schemes set up with forced-saving funds, ways have to be 
found to open the membership for these groups. In developing 
countries, capital markets exist only on a small scale and 
may not be very effective in procuring the required 
resources. On the other hand, introduction of new 
instruments by a national housing-finance institution may 
strengthen the market, in particular, if the debentures are 
endowed with special eligibilities, such as tax exemption on 
interest or utilization as reserve holding. The effect on 
the capital market may be positive, insofar as the 
attention of investors may be attracted to that form of 
investment and the overail volume of resource mobilization 
May be increased. A further advantage of bond issues for 
the housing-finance institution is that the timing of its 
borrowing can be adapted to its capacity to handle loans as 
well as to the direct demand for long term housing-finance. 
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The implementation of forced-saving schemes aimed at 
Channelling financial resources into the housing sector 
depends on the efficiency of the administration. In some 
cases, an inefficient collection system of taxes and of 
contributions to workers' provident funds may prevent the 
introduction of measures, Such as forced savings or 
investment directives, for lack of enforcement. The non- 
existence of a capital market should not prevent a housing- 
finance institution from issuing debentures to initiate 
capital-market transactions. In such a case, the 
institution will have to tailor its issues of bonds to the 
needs of the most likely investors and may have to reserve a 
high liquidity ratio, to assist investors who incur 
liquidity problems by providing discounted redemption 
facilities for the debentures. Investment directives - ice. 
the requirement of investing a certain percentage of 
investment portfolios in housing, are feasible only where 
Governments exert a tight control over the finance sector. 
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Political feasibility 


Practically any financial measure is bound to meet with 
the resistance of affected groups - labour unions and the 
employers in the case of forced savings schemes, the banking 
Sector where investment directives are considered, the 
Ministry of Finance where tax exemptions are to be granted. 
There are no general principles for dealing with those 
problems,and each Government will have to find a politically 
feasible solution in the context of its constitutional and 
political system. 


In most developing countries the private sector has 
restricted itself to serving the high-income and middle- 
income groups. To involve it in the provision of low-cost 
housing, it appears to be necessary to create linkages 
between the formal private sector and the actors in the 
field of low-cost housing in three ways: 


(a) Government action in relation to housing finance 
institutions: 


(i) Financial instruments, such as bonds and other 
debentures based on mortgages, should be created for 
acquisition by the private sector as indirect investments in 
housing; 


(ii) An institution should be set up to buy mortgages 
Originated by private institutions, so as to increase their 
ability and willingness to engage in housing finance; 


(iii) Frequently the regulations for granting 
mortgages need to be liberalized, accepting substitutes 
for land titles as collateral; 


(iv) Incentives for private-sector finance institutions 
should be provided through origination fees, reasonable 
returns on short-term investments and a guarantee of 
refinancing possibilities. 


(b) Provision of linkages between private finance 
institutions and low- income groups: 

(i) Accessibility should be improved through 
establishment of branches in low-income neighbourhoods, for 
example in the form of money shops, mobile branches or 


agents; 


(ii) Internal regulations should be revised to provide 
flexible credits for low-income groups at terms or with 
collaterals that have not been acceptable previously; 
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(iii) Application procedures must be simplified. 


(c) Introduction of incentives for developers to 
develop low-cost housing with well defined standards and 


cost ceilings: 


(i) A ready market for that type of housing must be 
assured by provision of loans to buyers; 


(ii) Loans to developers (bridging finance) should be 


guaranteed by a governmental agency, eventually with 
preferential rates of interest. 
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Chapter IV 


UTILIZATION AND ALLOCATION OF RESOURCES 
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Squatter-upgrading project forlow-income groups 
in Helwan, Egypt 


Following a joint study undertaken in 1976 by Egypt 
and the United States for International Development, a new 
housing policy was formulated, emphasizing increased land 
development for housing purposes, increased Supply of 
building materials and improved legal, fiscal and financial 
framework for the housing sector. An extensive urban 
development and squatter upgrading programme was designed 
for joint financing by Egypt and the United States of 
America. Part of the programme was the upgrading of several 
Squatter settlements in Helwan, a part of greater Cairo with 
about 340,000 inhabitants. 


The beneficiaries of the Helwan upgrading project were 
low-income groups living in various small squatter settle- 
ments. Physical upgrading of infrastructure and services 
took place in several neighbourhoods, and loans were 
provided for the improvement of individual dwelling units 
through the Home Improvement Loan Programme (HILP). The loan 
amounts were based on the income, debt-carrying capacity, 
collateral position and guarantees of the target population 
as well as the real financing need for the type of construc- 
tion envisaged, such as substantial repairs, additional 
rooms or reconstruction. A condition was that monthly 
repayments should be less than 25 per cent of family income. 
Loans were provided at 7 per cent interest, compared toa 
market rate of 13 per cent, for a period of up to 20 years, 
with 2 percent payable for legal fees and implementation 
costs. For repayment, two options were offered-conventional 
fixed annuity or graduated progressive amortization. The 
latter allows a borrower to start with relatively low 
repayments which increase at a fixed rate every year. For 
example, a loan of 2,500 Egyptian pounds (LE) has to be paid 
back on fixed terms in 20 yearly instalments of LE 236. 

If repayments are graduated, the repayment will be LE 174 
in the first year and 182 in the second, rising to 283 

in the tenth with the loan being repaid in 18 years witha 
last instalment of LE 418. 
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Factors assuring the administrative and management 
efficiency of the project were: 


(a) Optimal size of the administrative machinery; 


(b) Proper distribution of functions between the 
various departments and organizations - the steering 
committee for co-ordination, the project implementa- ; 
tion unit for technical supervision, the community services 
organization for contacts to beneficiaries and the 
department for project administration; j; 


(c) Separation of the functions of financial manage- 
ment, utilizing the services of an experienced finance 
institution, the Credit Foncier Egyptien, from those of 
general administration; 


(d) Provision of an affordable level of services, 
based on the size and scope of services needed and their 
required quality; 


(e) Flexibility of the loan scheme, adapting the loan 
amount to actual needs and repayment capacity of individual 
households. 


Although there were unexpected physical and technical 
obstacles to the implementation of some of the infrastruc- 
ture investments, such as delays in decision making, delays 
in linking the on-site public facilities to the off-site 
facilities and a shortage of man-power, the project may be 
regarded as successful. That was reflected in a high rate 
of participation in loans (2,500 clients after two years), a 
good disbursement rate and the assurance that loans were 
used for improving housing conditions. Engineers regularly 
controlled how much was buiit and whether an additional 
disbursement could be made. 


The good loan repayment record of about 90 per cent was 
due to the effective collection system, this was based on an 
agreement that repayments would be deducted by employers 
from monthly salaries in the case of wage-earners. The 
self-employed had to provide a co-signer as an individual 
guarantor for the loan. Other factors contributing to the 
good repayment record were that staff of the Credit Foncier 
were located on the site and that local dwellers' associa- 
tions stimulated their members to repay loans on schedule. 
Finally, a life insurance was introduced and types of 
guarantees other than the usual mortgages were accepted. 

No insurance scheme for loan defaulting could be set up, 
because that was regarded as too costly. 
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Two non-conventional features of the case can be 
identified: 


_ (a) The institutional arrangements were novel: a 
national housing finance institution (Credit Foncier 
Egyptian) was entrusted with the financial management of the 
project. The advantages were that the frequently cumbersome 
budgeting and financial procedures of governmental agencies 
were avoided, the efficiency of the project management was 
increased, and the administration of the home-improvement- 
loan programme was left in the hands of an experienced 
finance institution. It turned out that borrowers took 
their obligations to a bank more seriously than to "the 
Government". 


(b) The scheme was set up with a high degree of 
flexibility. The needs and capabilities of the 
target group were met by adjusting loan amounts to the 
actual cost of house improvements, which were estimated and 
controlled by project engineers; offering alternative repay- 
ment plans, fixed annuity or graduated amortization; 
providing additional loans if the initial estimate of 
costs proved insufficient for the completion of the 
improvement. 


As a national apex body, HUDCO usually works through 
State government agencies, co-operatives, local governments 
etc. In the case of Hyderabad, the city had an efficient 
and well-managed urban development department previously 
involved mainly in social work. A survey carried out in 
Hyderabad identified 470 squatter settlements in the city, 
out of which 120 were located on government land. Those 
that were not "objectionable" - i.e., obstructing planned 
infrastructure, lying on flood plains etc. - were earmarked 
for upgrading, as were squatter settlements on private land 
where the stipulated period of "adverse possession" had been 
completed —- i.e., occupation of the plot by squatters for 20 
years, with the consequence that no legal eviction could be 
obtained by owners. 


In view of the high densities prevailing inthe 
squatter settlements plora of 25 sq.m were allocated to 
inhabitants under the upgrading project. The allottees had 
to rebuild their dwelling units on the identified plots. 
Fifteen per cent could not be relocated in the same 
settlements because their former plots were needed for roads 
or other infrastructure. 


The inhabitants received loans to rebuild and improve 
their houses. The loan ceiling was Rs 6,000, at an interest 
rate of 5 per cent repayable in fixed annuities (including 
interest) of approximately Rs 40 per month over a period of 
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19 years. To ensure punctual repayment of the loans, 4 
collection system was developed which matched the earning 
capacity of the allottees. Trained leaders opened pass 
books and collected Rs 1.50 every day from the 10 or 15 
members of their group. Monthly, Rs 44 per person were 
transferred to a repayment account. While the loan scheme 
followed rather conventional lines, except for the 
acceptance of a preliminary plot allocation document as 
collateral, the collection system can be regarded as non- 
conventional. To ensure punctual repayments neighbourhood 
leaders were trained to handle pass books, to collect the 
contributions of 10-15 allottees daily or weekly, to | 
enter those contributions in the pass books and to remit 
the sum monthly on repayment accounts. Thus, repayment 
amounts and frequency match the flow of earnings of the 
allottees. Another remarkable feature of the case was the 
reuse of building materials salvaged from demolished huts. 
That related to the financial aspects only in so far as it 
helped to reduce the construction cost and was accepted as 
part of the required down payment. 


In the Tamil Nadu rural housing project, HUDCO operated 
through a state apex co-operative housing society which 
channelled the funds received to its primary co-operatives. 
The Co-operatives were formed at the village level, to 
assist individual members in construction as well as in the 
administration of the loan scheme. The co-operative system 
was set up by the state government when it was searching for 
a way to mobilize funds for the rural settlements develop- 
ment programme, following the pattern of successful co- 
operative movements in other fields. Today, a network of 
110 rural housing co-operatives is serviced by the Tamil 
Nadu Co-operative Housing Society Ltd. 


The projects operated in the following way. The 
target group was the "economically weaker" section of the 
population with a monthly income of less than Rs 350 
(approximately 50 per cent of the rural population). Land 
waS provided free by the state government. The individual 
allottees had to become members of the local housing co- 
Operative through the purchase of a share of Rs 10, and 
could apply for loans when they received the titletoa 
plot. The application was forwarded to the apex institution 
which approved the loan and released the funds to the local 
co-operative. The borrower was required to purchase shares 
in the co-operative representing a value of 5 per cent of 
the loan amount, which was deducted from the first disburse- 
ment. The ceiling for construction costs of a dwelling unit 
was fixed at Rs 4,000, of which HUDCO financed 50 per cent, 
the state government provided 30 per cent and the rest had 
to be contributed by the borrower in the form of cash, labour 
and/or building materials. Such a provision enabled poor 
casual labourers to participate in the scheme. The terms of 


38 


the loans were soft: HUDCO Charged an interest rate of 5 per 
cent over a period of 10- 20 years, depending on the age of 
the borrower. The state contribution of Rs 1,000 was given 
for certain groups as a grant, for others as an interest- 
free loan. The collateral was the plot title deed and an 
incumbrance certificate comparable to a mortgage. 


HUDCO loans to the apex society were guaranteed by the 
State government, ensuring that there would be no default on 
the HUDCO loan. The apex institution encountered considera- 
ble difficulties in the, collection of loan repayments from 
the primary co-operatives which in turn encountered 
difficulties with their members. The basic reason was that 
a series of severe droughts had affected the economic base 
of the rural areas. The state government granted Special 
relief to rural debtors, which also affected general 
compliance with repayment obligations of the primary 
societies. In view of such difficulties, an experimental 
scheme was introduced for the ‘collection of instalments. 
Savings boxes (piggy banks), locked and sealed, were 
distributed to members who were required to put about half a 
rupee each day into them. A collector for the society 
opened the box once a month and issued a receipt for the 
collected amount to the member. The new system seemed to 
work sucessfully in some of the societies. 


Three non-conventional features of the case should be 
noted: 


(a) Institutional arrangements. The state government 
created a network of rural housing co-operatives organized 
in a state-level apex society. The network was used by 
HUDCO to channel loan funds to the beneficiaries entitled to 
receive land grants for housing as landless families of the 
"economically weaker" section. Beneficiaries had to become 
members of the primary co-operatives which covered one or 
several revenue districts, the smallest administrative unit 
in the state; 


(b) Loan scheme. The terms of the loans were extremely 
soft and contained a considerable interest subsidy. 
Collateral, disbursement procedures and loan ceilings were 
rather conventional for low-cost housing projects. Of 
interest was the flexibility of the repayment schedules 
which permitted several options - semi-annual payments for 
farm labourers according to the harvest seasons, monthly 
payments for the permanently employed, the use of piggy 
banks" to collect contributions as money because available 
to the loanee, and other repayment periods; 


ici contributions. The nature of the contribu- 
ie nae £iexiuae and allowed for provision of labour alone or 
supply of any type of building material (sand, stones, 
timber, bricks etc.), which enabled family or friendship 
networks to provide help in line with abilities. 
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Main issues of loan schemes for Low-income groups 
Criteria for the selection of target group 


In the three cases discussed above, different ' 
criteria were used to define the target groups, usually with 
several different criteria being applied at the same time. 
The principal criteria were related to the economic situa- 
tion of the beneficiaries, but some social criteria were 
also used. It should be noted that criteria change over 
time and can only give an indication of the situation of the 
target population at a given time. 


The most commonly applied criterion is income. The 
income groups for which a certain housing solution is 
affordable are determined by calculating whether 
the allottee is able to afford the monthly payments for the 
serviced plot and for the loan repayment, assuming that he 
spends a certain percentage on housing - usually between 15 
and 30 per cent. A number of problems are related to the use 
of current income aS a criterion. Usually the decision has 
to rely on information provided by the prospective allottee, 
who might well understate his income. There is some 
question as to whether the total household income should be 
taken into account or merely the individual allottee's, and 
how such a decision should be reflected in the ownership 
Gocument or loan agreement. Finally, the monthly amortiza- 
tion payments are conventionally fixed over the total loan 
period, which does not take into account the dynamic 
Character of income increase through general inflation and 
improvement of individual earning power. 


Other criteria may be the duration of residence ina 
town, non-ownership of other property, household size or 
difficulty of family situation (giving preference, for 
instance, to single female heads of household etc). Such 
Criteria reflect the social objectives of housing projects 
and are usually not very difficult to verify. 


Terms and conditions of loans for low-income groups 

The first issue to be addressed is the question of how 
interest rates for loans can be made affordable to low- 
income groups with limited and frequently unsteady incomes. 
Another is the preoccupation of bankers with the security of 
their investments and the requirement of collateral to safe- 
guard the lender against default. Other issues are 
disbursement schedules and control of repayments. 


——_— = = >, i. eles em aoees aen 


The interest rate is the most important factor i | 
r in the 
calculation of the monthly repayments on any long-term loan. 
To make low-cost housing schemes affordable to the target 
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groups, finance is, in most cases, provided at low interest 
rates, meaning that the rate charged is well below the 
market rate of interest. That represents, of course, one 
form of subsidization. The question of whether such subsi- 
dization is necessary cannot be resolved eaSily. The Kenyan 
cases clearly show that, after constructing two or more 
rooms, the allottees had an additional source of income 
from letting out rooms, which would have enabled them to pay 
the monthly amortization even at market interest rates; in 
other cases, that would not be possible. The question 
arises whether, over time, adjustments in the interest rate 
could not be made, as in one proposed scheme proposed in 
which direct interest subsidies would be cut in half after 
five years and the full market interest rate must be paid 
after 10 years. 


Collateral 


In conventional housing finance a title deed is 
required for a mortgage. In low-cost housing finance, that 
requirment is usually modified. A preliminary plot 
allocation card is often provided by the authorities and 
replaces the title deed as collateral required by the 
project authorities or the financing institution for the 
minimum construction loan. The card cannot be used as 
collateral for additional loans, even if the value of the 
plot and the building is much higher than the amount of the 
first loan. It will be necessary to solve that problem by 
allowing the beneficiary the use of his allocation card as 
collateral for a second loan, similar to a second mortgage, 
which could be ranked after the first. 


Disbursement schedules 


Among the problems that may arise in respect of the 
disbursement of loans is the common practice of financing 
only a certain percentage - say 80- 90 per cent - of the 
cost of the house. For low-income groups, wage-earners or 
the self-employed without savings, that causes problems, 
even if their own contribution can be provided in the form 
of labour. In one of the cases (Dandora), the loan 
disbursements were retroactive, forcing the beneficiaries to 
provide for interim financing and causing delays in the 
Start-up of the construction. 


Control of repayments 


The problems of recovery and repayment of loans are 
important. HUDCO in India has computerized the financial 
management of its loans to control the management of onward 
lending of implementing agencies. It can get, regularly and 
easily, a summary of the financial situation of its clients, 
whether individuals or intermediary organizations. Poor 
repayment records in most cases are the result of weak 
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administrative organization; lack of personal contact 
between the lending institution and the borrowers; and 
problems of enforcement (foreclosure). If the amount to be 
repaid is too high, repayments become a problem. The reasons 
may be that full loans were given, the houses and/or plots 
were too big, or the standards of the house construction and 
of the infrastructure were too high. 
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The questions of guarantees for lending institutions and 
insurance for default risks have been mentioned above. An 
interesting example was given of a policy providing 
incentives to private banks to originate mortgages for low- 
income groups which were then guaranteed to be taken over by 
the housing-finance institution to refinance the private 
banks. Another form of guarantee is a mortgage-insuring 
society or a national loan insurance company which will step 
in to pay in case of defaults and take over the risk of 
foreclosing on a loan. The Philippines has established such 
an organization. In Egypt and India, loan insurance was 
considered to be too expensive, because the cost of 
insurance should not go beyond 1/2 or 1/4 per cent of the 
loan amount, which was regarded as insufficent to maintain 
Such an institution. 
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A few basic principles that should be observed in 
designing the financing of housing programmes aiming at the 
lowest-income groups are discussed below. 


Subs idie 


Housing programmes, such as sites-and-services schemes, 
Squatter-settlement upgrading and skeleton-housing schemes, 
are examples of affordable shelter which can be provided 
even to the poorest section of the population without 
Subsidy. If however, in certain Circumstances, subsidies 
cannot be avoided, an attempt shuld be made to cross- 
Subsidize interest rates by balancing average borrowing and 
lending rates and making the housing-finance organization 
economically viable. It is only as a last resort that 
Subsidies Should be considered, in order to provide 
minimally acceptable shelter within affordable limits. 


Revolving funds 

It is essential to set up revolving funds, because the 
only way to ensure continuity in housing Programmes. The 
resources mobilized by national or local agencies should be 
lent in such a manner that funds yield suitable interest 
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rates and that they are returned as i 

: quickly as possibl 
that the finance institution can lend out its eras Rent, aay 
maximum number of beneficiaries. 


Income generation Support measures 


In the development of housin rojects, measures 
be to increase the Capacity of ete eee sat group to BE ae 
the loans and to build their houses. For example, loans 
could be given to small enterprises in the areas to 
allow the target population remunerative employment. 


Adapting terms and conditions of loans to the needs 
of low-income groups 


To overcome the problems of access to credit facili- 
ties, a number of measures should be taken to adapt terms 
and conditions of housing loans to the needs of low-income 
groups. The main problems to be dealt with are affordabi- 
lity, collateral, disbursements, and physical and cultural 
barriers. 


Affordability 


Interest rates, loan amounts and loan duration are the 
main factors which determine the monthly repayments on 
loans. For long-term housing loans, the most important 
factor is the interest rate. Therefore, loans should be 
offered at the lowest possible interest rate. That rate will 
depend on the average cost of funds to the housing finance 
institution and can be fixed below the market interest rate 
only if the institution can raise funds at subsidized rates. 


The loan amount has to be closely related to the cost 
of construction of the dwelling unit. The ceiling for a 
shelter loan should be set in such a way that it finances 
only the bare minimum construction, taking into account a 
reasonable contribution of the borrower in form of cash or 
labour. However, provision should be made to offer, at a 
later stage of project implementation, additional loans to 
allottees who would like to improve or extend the minimum 
Shelter solution offered in the project. For those loans, 
general market terms should apply, and they should only be 
granted if sufficient funds are available. Finally, the 
loan ceiling will have to be adjusted to increasing 
construction costs, if a project is implemented over a 
period of several years, in order to enable the construction 
of comparable dwelling units over the project life. 


Loans are usually granted over very long periods, 20-30 
years, to reflect the long life-span of the financed unit 
and to reduce the annual or monthly instalments. However, 
increasing the duration from 15 to 20 years reduces the 
annuity by just over 10 per cent, so that there is little 
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benefit in granting loans with durations of more than 15 
years. 


An instrument to reduce the annual repayments during 
the initial years, which are usually the most difficult for 
the borrower, is the graduated or progressive loan. Loan 
repayments grow at a pre-determined rate annually but start 
at a lower level than the fixed annuity. In effect, the 
progressive loan defers the redemption of the principal to 
the last years of the loan period when the instalments grow 
rapidly. During the first years, repayments are not 
sufficient to cover interest, and the loan balance increases 
during the first five to eight years, depending on overall 
duration and rate of progression. The advantage for the 
borrower is that he pays the growing instalment out of a 
probably growing income. The negative effect on the cash 
flow of the finance institution is obvious, since redemption 
of the principal of the loan is extremely slow, and, during 
the first years, even a part of the interest due has to be 
credited. However, since the cash-flow effect is 
calculable, the institution can make the necessary 
provisions. 


Collateral 


The principal collateral for housing loans is the plot- 
whatever the form of land title - and the dwelling unit. 
However, Since the realization of that security in the case 
of default is frequently cumbersome and anti-social, 
housing-finance institutions look for additional safeguards 
for punctual repayments, leaving foreclosure as a last 
resort. The requirements of steady employment and income are 
the main stumbling block for target low-income households in 
the informal sector. It is, therefore, necessary to find a 
Substitute for that security. One way is to form groups of 
borrowers and make the group responsible for repayment, 
relying on social pressure and group solidarity as a form of 
guarantee. That form has proved very effective in revolving 
Short-term loans which depend on the repayment of earlier 
loans, but it would only be suitable if housing loans are 
provided on a piecemeal basis or if a second credit line of 
small short-term business and consumption loans is set up 
which could be linked to the housing credit. Informal money- 
lenders could be integrated into the housing-finance system 
by entrusting the administration and collection of repay- 
ments to them - an approach which might be usefully 
employed in squatter-settlement upgrading projects. Other 
Securities would be a loan-insurance system, which increases 
the cost of loans, since an insurance premium is required, or 
a guarantee fund set up by the Government. In both cases, 
the housing-finance institution would not incur losses on 


defaulting loans and could pass on the risk of foreclosure 
to a specialized institution. 
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Disbursements 


USually no 100 per cent loan should be ovi 
a certain amount (between 10 and 50 per Pas gyro a 
Should be mobilized by the target population itself. The 
exception may be the very poor who would be unable to pro- 
vide a down payment or Substantial labour contributions. 


Loan instalments to beneficiaries sh 
ould be arranged 
in the form of materials rather than cash, so Chat, WEEh 
self-help, borrowers Can set up the shelter. That would 
also necessitate the creation of material banks. 


Loan disbursements should be in accordance with the 
progress of construction and be allocated in Stages upon 
certification of proper use in the previous phase of 
construction. Retroactive financing (build first and then 
receive the loan instalment) has created serious problems 
for many poor families, which do not have the necessary 
initial resources, and should therefore be avoided. 


Physical and cultural barriers 


The presence of the housing-finance institution on the 
project site is essential for the success of a loan scheme. 
Where the business volume is too small for a permanent 
office, loan officers should visit the site at regular 
intervals, establishing close contact with borrowers. 


Application procedures should be simplified. Forms and 
contracts, in particular, should be translated into a 
language which can be clearly understood by the borrower, so 
that he does not sign a contract without clear knowledge of 
the terms and conditions. 


Repayment facilitation 


It is not without good reason that alender is 
concerned with the security and the prompt repayment of his 
loans, since those two conditions are absolutely essential 
for the operation of housing-finance institutions as financial 
intermediaries between the individual despositor/investor 
and the borrower. The steady influx of loan repayments is 
required to pay interest on deposits, to cover operating 
expenses and to honour withdrawals. The question is there- 
fore what can be done to ensure regular repayments and avoid 
defaults. Two important considerations are timing and 
methods. 


Timing 


Low-income households have difficulty meeting monthly 
payments because they receive and spend their income on a 
daily or weekly basis, and only afew have steady monthly 
salaries which would permit direct deduction of instalments 
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the employer, probably the most convenient collection 
Be eng Tt rn peace een that a method be adopted which will 
enable the finance institution to collect repayments at the 
time the borrower has money at hand. In rural areas, that 
time will coincide with work opportunities in planting and 
harvest seasons. However, in urban areas, the majority of 
low-income households derive their livelihood in the 
informal economic sector with irregular daily incomes. 
Therefore, instead of being based on fixed monthly 
instalments, repayments schedules must be individualized 
according to the flow of income. 


Collection methods 


For an effective collection system, it is not enough 
for the finance institution to have an office in the 
vicinity of the customer: it is necessary for payments to be 
solicited directly on a daily basis. The most suitable form 
appears to the employment of a neighbourhood leader, trained 
to handle passbooks or to issue other forms of receipts, 
and to remit the collections on amonthly or weekly basis on 
behalf of his neighbourhood group of 12-20 members. Another 
method could be the distribution of saving boxes, locked and 
sealed, into which the borrower could put small amounts 
daily and which would then be opened monthly by the loan 
officer who would take out the proper instalment. The advan- 
tages of linking the collection of instalments to community- 
based organizations, such as building groups or co- 
Operatives, have been discussed above. 


Acceleration of revolving funds 


Because household incomes normally increase over time, 
the capacity to pay increases as well, at least nominally. 
With the conventional repayment system of fixed monthly 
instalments over the repayment period, that means that the 
expenditure on housing as a percentage of income declines, 
and so does the real value of the repayment, consequently 
eroding the purchasing power of revolving funds. Therefore, 
options and incentives for early repayment according to 
Capacity to pay are recommended. Three possibilities are: 


(a) To adopt a running principal balance, so that 
additional repayments reduce the repayment period and reduce 
the total sum of interest paid on a loan; 


fae “To use graduated progressive amortization pay- 
ments, under which early repayments can result in the 
reduction of progression of payments; 


(c), To introduce variable interest rates which would 
reflect the real cost of funds over the life-span of a 


housing loan and could be used as a lever to encourage 
early repayments. 
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A simple but effective system of accelerating 
repayments, called PADRE, (le pret a duree reductible)* has 
been developed by J.A. Roqueplo. The principle is that an 
accelerated repayment is integrated with a conventionally 
calculated loan. For example, a conventional loan of 100 
over a period of 20 years at 10 per cent interest requires a 
fixed annuity of 11.75. Under the PADRE scheme, the 
annual repayment will grow at a predetermined or an annually 
fixed rate of, say, 5 per cent. The difference between the 
fixed annuity and the accelerated payment is used solely as 
an early amortization payment, reducing the loan balance 
and, consequently, the duration of the loan. In the example, 
the loan would be repaid in less than 12 years. The 
advantage for the housing-finance institution is obvious: 
the fast return of funds allows an expansion of the activi- 
ties at amuch faster rate than with a conventional scheme. 
If the progression rate is fixed below the increment of net 
income, no problems should be expected for the borrower. 


* Loans of reduced duration. 
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Chapter V 


THE ROLE OF NON-GOVERNMENTAL ORGANIZATIONS 


It is somewhat misleading to speak of non-governmental 
organizations (NGOs) as a homegeneous group, because they 
vary a great deal, having different objectives and 
approaches. They generally operate on three levels. On the 
first level, the basic community groups form an informal 
loose circle, such as an association, co-operative or a 
registered society. On the second level, apex organizations 
are set up, Similiar to the NCCK (see chap. I), which 
establish relations with community organizations and channel 
available resourcwes to them. On the third level, foreign 
(donor) NGOs are involved, and offer experience gained with 
Similar projects in other countries. In the developing 
countries, the second type of NGO often functions as an 
intermediary between the two others. 


NGOs are usually oriented towards community-development 
activities, specific services, women's groups etc. Many 
international donor NGOs do not consider housing a top 
priority, because the creation of income-generating 
activities is felt to be more important. Only occasionally 
does an NGO consider a housing project a suitable way to 
encourage autonomous development for its target groups. 


Their objectives in the field of housing are usually to 
cater to the needs of the lowest-income groups which are 
not - or not sufficiently - met by Governments. In that 
respect their activity is complementary to the work of 
Governments. Their efforts are usually directed towards 
covering the basic needs of poor people and are characte- 
rized by a small scale of operation, an emphasis on personal 
relations and the belief that the participation of the 
target population is important in achieving goals. Partici- 
pation implies that the people form a Close, stable 
community in which, through mutual self-help, the costs of 
construction may be reduced and members will be less 
inclined to sell or let their plots. 


The Sugiapranata Social Foundation's Housing 
Project in Semarang (Indonesia) 


; In Semarang, Indonesia, where many low-income families 
lived in unauthorized and dilapidated dwellings and | 
probably up to 50 per cent of the houses in the city were 
temporary, the Government set up a kampung (village) 
improvement programme that concentrated on formal-sector 
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employees who had to earn at least $US 125 a month in order 
to participate. If 20 per cent of that income could be 
spent for housing, a dwelling costing $2,500 could be paid 
off in 15 years. However, those conditions implied that only 


7 per cent of the urban families would have access to a 
house. 


In 1964, a local charitable NGO, the Sugiapranata 
.Social Foundation, embarked upon a housing programme to help 
a target population improve its situation. . The target 
people were homeless families with incomes of less than $20 
a month, usually self employed and living on garbage dumps, 
along railway tracks or under bridges. The families were to 
be provided with shelter, vocational training and loans to 
establish small businesses. The question of repayment or 

of setting up a revolving fund was not considered important. 


Since the inception of the programme, about 1,600 
families have been assisted. The development of basic 
infrastructure facilities on the plots was mainly the 
responsibility of the dwellers. The Foundation usually 
provided a communal pit latrine and a communal water 
standpipe. It was reported that most families did not 
manage to pay the required 50 Indonesian rupiahs (Rp) per 
day, because they were barely surviving, and many families 
were not able to improve their situation substantially. 


The Semarang project is a rare, but typical, example of 
the charity approach. Although gifts are not the solution 
to the housing problems of the masses, the very poor 
probably have to be subsidized and need help from outside 
to organize themselves. 


The strengths of NGOs are as follows: 


(a) They can plan an innovative role in developing 
specific solutions for the needs of low-income groups, because 
they are faster in adapting to change and more capable of 
experimentation than public administrations; 


(b) They can attract attention at the local, national 
and even international levels to the needs of underprivi- 
ledged groups and promote innovative approaches; 


(c) They are able to mobilize funds from private 
sources that otherwise would not be available or not 
channelled to housing purposes; 
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(da) They operate flexibly, often with lower 
operational costs and direct involvement, and therefore deal 
effectively with the interests of destitute and under- 
privileged sections of the population; 


(v) They are close to the people, which makes it easy 
for the beneficiaries to become equal partners with them. 


Some weaknesses of NGOs are: 


(a) They have financial bottlenecks and limited 
professional staff, which endangers the continuity of their 
work; 


(b) They have a limited field and scale of opera- 
tion because, in view of their small resources, they can 
only establish a small range of contacts with basic groups; 


(c) They frequently execute their projects as 
charities, which results in the need for a permanent inflow 
of new resources, and it is questionable whether they can 
afford that approach in the long run; 


(d) They sometimes lack trained officers to manage the 
finances of the project; 


(e) They are unable to follow through on repayments of 
loans or rent, with subsequent negative effects on the 
attitudes of the beneficiaries towards repayments. 


Main roles of NGOs‘in housing 


Specific guidelines on the possible roles which NGOs 
can play in housing and housing finance cannot be formulated 
because of the variety of NGOs. However, the principal role 
of NGOs in the housing sector could be to assist the under- 
privileged in obtaining appropriate housing. For that, the 
following procedures can be suggested: 


(a) NGOs could advise and lead beneficiaries to form 
an identifiable group (formal or informal) and to develop a 
feeling of belonging and a clear identity; 


(b) NGOs could develop housing schemes, together with 
the people, in accordance with the available resources of 
the target group by: 


: (i) Identifying the housing needs of the target group 
in a realistic manner; 


_ (ii) Analysing the resources of the people (skills, 
time, money, land) and their willingness to set up self- 
help or mutual-help activities; | 
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(iii) Designing a preliminary housin 

(12 g scheme and 
defining and estimating the costs involved, especially the 
costs that will have to be financed to realize the 
project; 


(iv) — Analysing the credit needed and estimating what 
can be financed by the people themselves; 


(v) Developing a realistic and adequate implementation 
Strategy, which includes the acquisition of land or housing 
plots; the establishment of a general organization responsi- 
ble for the project; the organization of the self-help; 
the set-up of the financial administration; the organization 
of the construction, including the provision of infrastruc- 
ture; the set-up of a project finance conception; the set-up 
of a solidarity fund to insure the risks of financial 
default. 


(c) NGOs could develop and implement financing schemes: 


(i) To promote internal mobilization of funds - e.g., 
devising methods of saving and setting up loan associations 
or other credit systems; 


(ii) To identify all available credit facilities, both 
conventional and non-conventional; 


(iii) To formulate the credit conditions in such a way 
that subsidies, if needed, will be minimized; 


(iv) To design loan terms-(period and interest rate) 
so that losses through inflation would be minimized or 
compensated for; 


(v) To establish revolving funds (in real terms) 
administered by the NGO. 


(d) NGOs could give legal advice and assistance - 
e.g-, in problems of land tenure; 


i 
(e) NGOs could promote an organizational structure of 
the basic groups, capable of dealing with solidarity funds, 
ownership and other internal regulations, and eliminating 
speculation as far as possible; 


(£) NGOs could provide assistance in dealing with 
authorities and finance institutions, since NGOs operating 
at national and international levels usually have more 
experience than basic groups in such negotiations. 


NGOs could also be active in the transfer of experience 
from one basic group to others and the accumulation and 
development of experience. In that way, a certain level of 
professionalism could be achieved which the basic group 
normally would not reach. 
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Annex lL 


CASE STUDIES PREPARED FOR UNCHS 


Title 


Huruma Building Groups and the 
Gikomba Co-operatives : (Kenya) 


Squatter settlement upgradation 
housing programmes in Hyderabad 
(India) 


Rural housing in Tamil Nadu 
(India) 


Formal and informal financing in 
a Sites-and-services project 


The Sugiapranata Social Founda- 
tion Housing Project in Semarang 
(Indonesia) 


Morro do Timbau 


Upgrading housing projects for 
low-income groups in developing 
countries: Helwan Upgrading 
Project (Egypt) 


The experience of the NHMFC 
(Philippines) (oral 
presentation) 
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PARTICIPATION IN THE EXPERT GROUP MEETING ON 
NON-CONVENTIONAL APPROACHES TO HOUSING FINANCE 
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Research Officer 
Housing Research and Development Unit 
University of Nairobi 

Nairobi, Kenya. 


Mr. H.U. Bijlani 

Chairman and Managing Director 

Housing and Urban Develoment 
Corporation Limited 

New Delhi 11003, India. 


Mere r. Van Dijk 
Consultant 
2121 VG Bennebroek, Netherlands 


Ms. E. M. Gale 

Senior Planning Specialist 

National Home Mortgage Finance Corporation 
Metro Manila, Philippines. 


Mr. W. Hofsteede 
Consultant 
Bandung, Indonesia. 


Mr. D. Lamba 
Executive Officer 
Mazingira Institue 
Nairobi, Kenya. 


Mr. F. Osorio Molinski 
Consultant 
Santiago 3, China. 


Mr. C.N.F. dos Santos 
Head of Urban Research Division 


Institute of Brazilian Administration Municipal 
Rio de Janeiro, Brazil. 
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German Development Assistance Association ror 
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